COMMODORE INTERNATIONAL LIMITED 

STRATEGIC PLAN 



COMMODORE INTERNATIONAL LIMITED 
STRATEGIC PLAN 


TABLE OF CONTENTS 


Exhibit 

I. Forward 

II. Marketing Outlook & Demand Forecast 

III. Financial Strategy & Cash Conservation Program 

Worldwide Cash Flow Before Reductions. III-A 

Worldwide Cash Flow after Reductions. III-B 

1986 Projected Balance Sheet. III-C 

IV. 1986 Sales & Income Projections 

Sales Forecast by Product Group. IV-A 

Product Sales - U.S. IV-B 

Product Sales - Non U.S. IV-C 

Incane Statement. IV-D 

V. 1985 Fourth Quarter Results 

1985 Quarterly Income Statement. V-A 

June 30, 1985 Balance Sheet Details: 

Consolidation. V-B 

U.S. v-c 

U.K. v-D 

GmbH. V-E 

Hong Kong. V-F 

VI. Bank Credit Facilities 

Projected Bank Borrowings... VI-A 

Proposed Bank Lines & Collateral. VI-B 

VII. Inventory Status Report 

Worldwide Inventories 

June 30, 1985... VII—A 

December 31, 1985. VII-B 

VIII. Monthly Reporting 

IX. Corporate Organization 

Corporate Structure. IX-A 

Cash Flow Matrix. IX-B 

X. Summary and Conclusions 

APPENDIX: 1986 Forecast - Commodore Business Machines, Inc. 
Amiga Up-date 






















FORWARD 


During the past fiscal year, particularly after Christinas, Commodore has 
experienced dramatic changes in sales of hone computers, its primary market. 
Sales have not met expectations and as a consequence, inventories, overhead and 
leverage significantly exceed projections. 

Concurrent with this, investments in R&D ($45 million), capital expenditures, 
including those for design and quality control ($63 million), and the 
acquisition of Amiga ($32 million) were needed to and to upgrade our product 
line with the more sophisticated computers the market place demanded and to get 
us into the channel of distribution that accounts for 80% of the U.S. personal 
computer sales. The introductions of the 128, Amiga, PC10/20, C-900 and LCD 
computers (although the production of the latter two are on hold) were the 
product of this investment program and should benefit Commodore for several 
years to come. 

The following document is the plan of action Commodore International intends to 
follow over the next six months to ensure its financial survival. We will look 
at the present in terms of the Christmas selling season and what it does for our 
financial position. A long term product strategy is also included to enhance 
the readers' knowledge of our goals and plans for the Company in 1986 and 
beyond. 

In addition, we will examine the fiscal fourth quarter results, the balance 
sheet at June 30, 1985, available credit facilities, monthly cash forecasts and 
a proposal to collateralize our credit facilities to ensure availability. A 
detailed analysis of the existing inventory is included along with the marketing 
plans in existing markets, vertical applications and new emerging overseas 
markets. 

Commodore plans to institute a monthly reporting package to the banks covering 
the four largest geographical areas, i.e. the U.S., Germany the U.K. and Hong 
Kong. Hie format of this monthly package is enclosed. In addition, fiscal 1986 
forecasts are included for the Group. 

The company's exist reduction program instituted this Spring and intensified in 
July will substantially lower the company's break-even point so that margins 
will return to positive levels, not only during our peak selling season but also 
during the upcoming lower volume quarters in 1986 as well. 

With our Banks' continued support the next four months will allow Commodore to 
reduce its investment in its older product line, phase in the Amiga and C-128 
families, see a substantial reduction in the company's leverage, and return the 
company to profitable operations. 

This report and the assumptions behind the forecasts, the accuracy of the 
balance sheet information and the execution of the plans contained herein will 
be reviewed and reported on by Arthur Andersen & Co. 
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IS TOERE A MARKET FOR COMMODORE'S LINE OF MICROCOMPUTER PKMiCjgf 

Most of the press coverage of the micro industry focuses on the sales declines 
of various vendors, coupled with anecdotal analyses of the presumed computer in 
the closet” phenomenon. Patterns of usage, actual demand at the consumer level 
or the differential prospects of vendors in meeting that demand nave not been 
deeply analysed. 


INTENT TO BUY 

Surveys measuring consumer "intent to buy" generally overstate actual purchase 
patterns by anywhere between 30% - 60%. The shorter the time period measured, 
the more accurate the projection. Market research shows a consistent pattern 
that at the present time consumer "intent to buy" within the next six months is 
around 10% - 13% of U.S. households not owning a computer. (See Figure 1 and 
2). The CS+N data is drawn from a quarterly survey of 3,750 households; the 
Future Computing data is drawn from a demographically balanced mail survey 
(36,300 completions) conducted in the first quarter 1985. 

Assuming an actual purchase rate of only a third of reported intent, for 87 
million U.S. households this yields a projected 1985 sales volume of over 3 
million units. Projections by the major research firms - Future Computing, 
InfoCorp, Dataquest and Yankee Group - are attached (Tables 1-4). U.S. 
residential shipments for 1985 by these groups range between 2.5 million - 4.6 
million units valued at between $3-4 billion (Table 2A & 3). Thus although unit 
shipments have declined for the second year running, analysts are projecting a 
rise in the overall dollar value of sales, over both 1984 and the unit peak year 
of 1983. (See Table 2) 
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Consumer demand is of course not limited to current non-owning households. 
Indeed intent to purchase among existing owners is frequently higher than among 
non-owners. According to a recent Yankee Group survey of existing owners, 13% 
of C-64 purchasers are "very likely" to buy another computer within the next 
twelve months (Table 5). About 22% of C-64 purchasers own or have owned more 
than one computer. Future Computing reports that the median household income of 
Commodore owners is $33,000. Amongst all computer owners with household incomes 
above $25,000 scrnie 62% are "very likely" to buy another computer within the next 
year. There are several reasons for the continuing strong purchase intent among 
existing owners. According to in-depth studies of household usage patterns by 
Future Computing and Yankee Group these reasons are: 

a positive experience of computer utility coupled with a 
rapidly developing desire to "do more" with their computers 
usually leading to ] purchase of another more powerful 
computer; 

the existence of "orphan" computers (Timex, TI 99/4, VIC 20, 

PC-Jr) which necessitate a shift to another model or brand; 

and unanticipatedly high usage by other household members 
leading to contention issues. 

It should be stressed that the research shows that innovators and early 
adopters, (the existing 10%-13% of U.S. households that already have computers) 
have an aggressive need to remain on the leading edge of computer functionality 
and do not experience the need to buy another more powerful and versatile 
computer as a "negative", but rather as a positive opportunity. 

BRAND PREFERENCES 


In terms of "intent to buy" by brand, the CS+N survey in February 1985 suggested 
that 12% of consumers considered Commodore the most likely brand they would 
buy(Table 6). A third of respondents (32%) had no particular brand preference. 
The more thorough Future Computing mail survey showed that Commodore was the 
first choice of 19% of prospective buyers; with 22% undecided on brand 
preference (Table 7). In view of the very limited awareness by prospective 
consumers of either the C-128, or the Amiga in first quarter 1985, Future 
Computing considers it highly likely that Commodore will be able to reinforce 
its position amongst the existing 19% making Commodore their first choice, as 
well as making significant inroads into the 22% "undecided" category, and 
winning over consumers with other brand preferences, particularly Apple. (It is 
noteworthy that in the Future Computing survey, only 2% considered Atari their 
first choice.) The Christmas season is the strongest selling quarter for both 
mass merchants and corputer specialty stores and the one during which "intent to 
buy" projections are most likely to be met. If oily oie third of consumers 
saying that they intend to purchase a computer within the next six months, 
actually do so and only 20% of them buy Commodore models. Commodore would sell 
same 600,000 units over the next six months. 
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MARKET TRENDS 


The home is a location consisting of at least five sub markets: business from 
home; (office) work at home; telecommunications, education and entertainment. 
The most significant residential market trends of the past year, especially in 
the U.S., have been the shift, from low end, entertainment and computer literacy 
machines sold in mass irer chant outlets to medium and high-end, 
multiple-application machines sold through computer specialty stores. There are 
a variety of reasons for this shift the most important being much greater 
consumer awareness of the potential and limitations of specific computers, and 
the rapid growth of the office work at home phenomenon. 

According to Future Computing research, over 80% of prospective buyers plan to 
spend over $500 on their initial computer purchase with over 58% planning to 
spend over $1000 (Table 8). The median investment is projected at $1,270, or 
$1,570 including peripherals. This compares with 70% of purchases in second 
quarter 1984 who spent under $500 for initial hardware purchases. These numbers 
are supported by Yankee Group surveys of existing owners planning to buy another 
computer (Table 9). 

The C-128 and Amiga are clearly well positioned in price/performance terms for 
current market conditions. Ones advantage that the C-128 enjoys over competitive 
products such as the Apple Ile/IIc, is that it is an upgrade machine that is 
software and peripheral compatible with the 3 million C-64 installed base in the 
U.S. The C-128 can therefore attract both new purchasers who are price 
sensitive, as well as existing Commodore owners. Since consumers will not 
typically "upgrade" from a lie to a lie, Apple by comparison has to attract 
primarily first time buyers, or existing owners who must abandon their 
investment in their existing computers. 

For that 20% of prospective purchasers planning to spend less than $500 on their 
initial computer purchase (Table 8), the C-64 is the only viable product in the 
market unless the consumer is willing to buy a closeout. 

The Amiga is clearly CIL's flagship product over the next 3-5 years. Because of 
the machine's power, unique features, and PC-DOS compatibility, it can address 
all the major markets: 

. small business 
. in-home 
. educational 
. vertical 
. corporate 

Clearly, small business and in-home are the first markets to be addressed, 
followed by intensive cultivation of specific vertical markets through a 
three-pronged strategy of direct market development: VAR's/VAD's and, where 
appropriate, OEM arrangements. 

For the initial penetration of targeted vertical markets (ad agencies, 
professional artists, animation and video special effects houses, entry-level 
CAD, architects and interior designers, desktop publishing, etc.) the Amiga in 
its current configuration, supplemented by Commodore-Amiga and third party 
peripherals, will be adequate. Hie Beta-site program that will be introduced in 
the fall 1985 will go a long way to making the vertical markets a strong factor 
in Amiga sales in early 1986. 
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The reestablishment of CBM's presence in the computer specialty channel is 
almost as important for CIL as the Amiga. This channel is projected to do over 
$25 billion in micro computer sales in 1985 compared to well under $2 billion in 
mass market channels. Successful reopening of the specialty channel creates 
extensive opportunities for Commodore in the U.S., not only with the Amiga and 
more powerful configurations of Amiga technology, but also possibly for the PC 
10/20 product line. 

DRIVING THE MARKET 

Commodore has always led its chosen markets. Commodore believes that the next 
phase of computer market development is represented by Amiga-type capability. 
The next phase of the consumer market will be increasing use of 
telecommunications capabilities. In an attempt to drive the U.S. consumer 
market to its next market stage. Commodore has taken a minority position in 
Quantum Computer Services, a Virginia based company offering a unique, consumer 
oriented, information, transactional, and entertainment telecommunication 
service called Q-Link. CBM already has the largest market share of any U.S. 
modem manufacturer in U.S. households (30%) and by aggressively marketing modems 
and telecom services especially, Q-Link, Commodore believes it can lead the 
market in providing additional conputer functionality that will be another major 
incentive for computer purchasing. 

SUMMARY 

U.S. market demand exists for between 3-4 million units in the home alone over 
the next twelve months. This includes new purchasers, and existing buyers who 
want more powerful, and where possible, compatible machines. Median intended 
investment, by new as well as existing purchasers is well over $1000. 

Commodore has high brand preference amongst consumers, which can only rise with 
consumer awareness of the C-128 and Amiga. Its new products are well positioned 
in terms of features and price for current market conditions and both the C-128 
and the Amiga enjoy special competitive advantages. In the case of the C-128 
these are upgrade compatibility and domination of shelf space in the mass market 
channel; in the case of Amiga, unique performance features and a bridge to the 
PC DOS world. 

Projected U.S. demand for Commodore products using the above consumer survey 
data is given in Table 10 and 11. Projected shipnents/sales of Commodore 
products by the major research firms are given in Table 12. The comparison of 
these two sources of projected sales for Commodore product in the U.S. in 
calendars 1985 are given in Table 13. Essentially Commodore is projected to 
sell 800,000 to 1 million computers in calendar 1985, as against the internal 
CBM forecast of 770,000 units with recorded sales of 270,000 units already 
achieved by June 30, 1985. According to these independent sources therefore. 
Commodore should have little difficulty in finding market demand to meet its 
calendar 1985 forecast. 

Two additional indicators that unit demand should be strong through year-end 
1985 are derived from the recent surge in software sales. The Software 
Publishers Association has just announced that results for its 140 members for 
the June 1985 quarter are ip 35% over the same 1984 quarter, and that the 
strongest category was home software. InfoCorp has also announced that its 
survey of conputer specialty channels revealed a jump in June software sales of 
over 60% in both dollar and unit terms, reaching the highest level since 
December, 1984 (See Figure 3 and 4). 
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Product Development 


The most important strategic changes in CIL's global market position over the 
last yer have been the elaboration of its product line and the expansion of 
CIL's marketing and distribution into developing markets in Eastern Europe, 
Latin America, Africa and the Pacific Basin. Although the current slowdown in 
CIL's major markets in the U.S. and Western Europe tends to disguise the 
importance of these changes, they have two critical longterm implications: 

the ability to differentiate significantly the product mix 
for specific international markets and; 

the ability to have a relatively orderly management of the 
product cycle, leveraging the different levels of 
international market development to phase out aging product 
lines. 

The Amiga 

The current Amiga configuration will easily meet the needs of the initial target 
markets. Broader and more serious penetration of these markets especially the 
corporate market will require that the Amiga technology be reconfigured and 
upgraded to meet specific market needs. It should be stressed that because of 
the Amiga's unique capabilities (especially the multitasking and genlock 
features), the Amiga in its various configurations is likely to be at the 
forefront of developments involving CD RDM and Laserdisk for interactive 
data/video applications. 

Current options for repackaging Amiga technology include: 

Codename Ranger - The next PC in the Amiga series is simply a reconfiguration of 
the Amiga for users who require more power. The base memory configuration on 
the machine would be 1MByte; and the machine would include a built-in 20MB hard 
disk and 4-8 expansion slots. Targeted system retail would be under $3,000 and 
introduction could be as early as mid 1986. 

Codename Zulu - A more powerful versiou of Ranger, probably optimized for 
multi-user environments, would include either a 68010 or 68020 CPU, an 
additional MMU chip, and upgrades to the proprietary Amiga chipsets, probably 
including an optional 1024 x 800 resolution monochrome mode. Multi-user DOS 
options include both Unix and a multi-user expansion of Amiga DOS. Pricing 
would be well under $4000, with availability projected for late 1986. As with 
the prototype C-900 computer, the Zulu PC could easily be configured as a very 
powerful single user graphics workstation, as well as a 1-8 node multi-user 
system. Given the service and suppot requirements of this market, a strategic 
alliznce or OEM agreements are probably a prerequisite for success. 

Codename Aurora - This machine, targeted for 1987 introduction, is based on a 
proposed major revision of the Amiga chipset that is as significant an 
enhancement of its capabilities as the current chipset is over existing 
alternatives. In particular, the video manipulation/synchronization 
capabilities of the chipset will be enhanced, signaling the first full 
integration of computer and video generated imagery. This chipset will be of 
critical (competitive) importance to the major manufacturers like RCA, Phillips, 
and the Japanese companies, since it heralds the possibility of truly 
integrating consumer electronic devices and computers into a single home system. 
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Since Ranger, Zulu and Aurora will all have built-in slots, an important part of 
the product strategy continues to revolve around maintaining access to the 
PC-DOS world. For these machines, however, unlike the base Amiga, compatibility 
will be achieved through an Intel 80286 card, or a PC AT-on-a-board, rather than 
through siirple software emulation. For all these products, substantial OEM 
possibilities exist. 

PC 10/20 

Although introduced as an essentially opportunistic marketing ploy, the PC 10 
and 20 offer significant potential beyond the European market where they are 
currently doing very well. The developing nation markets are extremely 
price-sensitive and are standardizing on the IBM PC for governmental and 
corporate use. In these markets, it is CIL's distribution strengths, coupled 
with its pricing, which give the products their edge over competitors, and which 
suggest a longer product life than originally anticipated. Opportunities in the 
U.S. market in special situations (education, government) also offer strong 
potential and considerable interest has been expressed by a number of Amiga 
dealers in carrying, the PC 10/20. Another PC option is the prototype PC 5,a 
128K, single disk version (expandable to 640K and 2nd drive) of the PC 10 which 
has been designed and could be introduced into the U.S. mass market channel for 
well under $1000 in 1st Quarter 1986 if market conditions demand. The 
importance of the PC 5 is that it provides CIL another high volume alternative 
in the U.S. While CIL does not intend to develop an extensive IBM PC clone 
strategy, the company has the capability to introduce a PC AT or "PC II" Intel 
80286 multi-user product within a 4-5 month timeframe if market conditions 
warrant it. 

C-64/C-128/C-128D 

For CIL's core product line, the options are fairly clear. The two most 
important 1986 enhancements concern building in a 300 or 1200 baud modem in the 
U.S. market to make the machines telecomputers; and introduction of an upgraded 
DOS that uses icon-based interfaces, mouse input, etc. Further 
price/performance improvements could be achieved by introduction of a 3.5" disk 
drive format for the line, although there are sane issues for marketing about 
dealer resistence to extra hardvrare and software SKU. Beyond these, the broader 
issue of upgrading the C-64/128 user base to a more powerful machine rests on 
two alternatives — upgrading the chipset using Western Designs 16-bit 6502; or 
using a 68000-based C-64 emulation mode on the Amiga. Both these alternatives 
are currently under active evaluation. 

C-16 AND PLUS 4 


No major product enhancements are planned for the C-16/Plus 4, although both 
would benefit from any work on i±e icon-based DOS for the C64/C128. The most 
important development work for liiese products concerns customising the units for 
the developing markets (e.g. a 32K or 48K version of the Plus 4; elimination of 
the application ROMs etc.), and for various vertical markets, especially as a 
low-cost communications terminal (See Inventory Status Report, TED Series, Page 
II-2). 
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TECHNOLOGY LEVERAGE 


There are a number of areas where CIL has leading edge technology that could be 
integrated with existing products or licensed where appropriate to third 
parties. Examples include display/ communications and video technology, 
especially in the LCD/flat screen, modem, video digitizer and genlock areas. 
Discussions are under way with a number of vendors about the possibilities of 
either OEM or licensing agreements for products based on these proprietary CIL 
technologies that would support the Commodore product line. 
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FIGURE 1 
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Computer Ownership & Intentions in 

U.S. Households 


FIGURE 2 
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Analysis by Model/Price 


Table IE 

ESTIMATED U.S. MARKET ONII* (LESS THAN $1,000)t ANNUAL SHIPMENTS 

(Units in Thousands) 



I960 19S1 1912 

1983 

1984 

1985 < 

CUNULTV 

ATARI 400, 600XL 

1S.0 40.0 106.S 

249.0 

154.4 

0.0 

571.1 

ATARI 100, S00XL 

9.0 20.0 70.5 

167.1 

362.3 

96.6 

629.6 

ATARI 1200XL 

0.0 

44.1 

14.4 

0.0 

56.5 

ATARI 65XE,65XZM,130XE 



0.0 

191.3 

0.0 

ATARI DOST, S20ST 



0.0 

156.0 

0.0 

COLECO Adas 

0.0 

68.4 

140.6 

19.6 

229.2 

COHDR CIS 

0.0 

0.0 

82.5 

69.3 

62.5 

CONOR VIC 20, Max 

S.O 60.0 390.5 

657.5 

353.3 

41.2 

1466.3 

CONOR C64 

0.0 60.0 

651.3 

1249.5 

428.4 

2160.8 

CONOR SX64 

. 

0.0 

60.5 

74.6 

60.5 

CONOR Plus/4,264,364 


0.0 

93.0 

117.5 

93.0 

CONOR C128 



0.0 

596.3 

0.0 

FRANKLIN Ace eerie* * 


t 

0.0 

12.0 

0.0 

IBM PCjr * 



0.0 

204.0 

0.0 

MATTEL Aguarius I,II 

0.0 

32.6 

5.0 

0.0 

37.8 

TI 99/4, 99/4A 

13.5 25.5 536.0 

1060.2 

27.5 

0.0 

1667.7 

TIMEX TS1000/1500/2000 

0.0 215.0 

155.0 

49.5 

' 0.0 

419.5 

TRS Color Coaputar 

20.0 56.5 112.0 

120.0 

318.5 

354.9 

629.0 

TRS Micro Color Coap. 

0.0 

76.5 

191.3 

202.5 

267.8 

TRS Model 100 * 



0.0 

41.3 

0.0 

OTHER U.S. Mfra/MrXtrs 

0.0 

5.0 

6.3 

2.4 

11.3 

U.S. MRKTR'e SUBTOTAL 

65.5 204.0 1492.8 

3506.7 

3108.6 

2609.9 

8364.5 

ACORN Atoa, Electron 



0.0 

0.0 

0.0 

ACORN BBC Model B * 



0.0 

2.9 

0.0 

CAMPUTERS Lynx series 



0.0 

0.0 

0.0 

DRAGON DATA Dragon 32 



0.5 

1.1 

0.5 

CEMINI MICROCOMPUTERS 



0.0 

0.0 

0.0 

GRUNDY Newbrain A,AD 



0.0 

0.0 

0.0 

ORIC PRODUCTS Oric 1 



0.0 

0.0 

0.0 

SINCLAIR ZX~serias 

10.5 49.4 0.0 

0.0 

0.0 

•. 0.0 

. 59.9 

SINCLAIR Spectrua 



0.0 

5.8 

0.0 

SINCLAIR Quantua Leap 


0.0 

0.6 

7.8 

0.6 

OTHER EUROPEAN Mrfctrs. 



0.0 

0.0 

0.0 

EUROPEAN SUBTOTAL 

10.5 49.4 0.0 

0.0 

1.1 

17.5 

60.9 

CASIO FP-200/1000/3000 

0.0 

0.1 

0.4 

0.6 

0.5 

FUJITSU FN-7 series 



0.0 

0.0 

0.0 

FUJITSU FM-X 



0.0 

0.0 

0.0 

HITACHI Master Basie 



0.0 

0.0 

0.0 

NEC PC-6X00, 2000'S 

0.0 

2.1 

1.2 

2.6 

3.3 

NEC PC-8201A « 



0.0 

5.9 

0.0 

PANASONIC JR-Serles 



0.0 

0.0 

0.0 

mm X5 series 



0.0 

0.0 

0.0 

SANYO MPC, FHC series 



0.0 

0.0 

0.0 

SHARP MZ-700,2200, X-l 



0.0 

0.0 

0.0 

TOSHIBA PasopialQ.Mini 



0.0 

0.0 

0.0 

OTHER C.E.M.'s MSX epus 


0.0 

8.9 

0.0 

OTHER JAPANESE Xrfctrs. 



0.0 

0.0 

0.0 

JAPANESE SUBTOTAL 

0.0 0.0 0.0 

2.2 

1.6 

16.1 

3.8 

SPECTRAVIDEO SV-3x» 

0.0 0.0 0.0 

5.0 

9.0 

11.3 

14.0 

FAR EAST t R.o.V. Mfrs 

0.0 0.0 2.5 

2.6 

8.3 

2.8 

13.5 


■ 

« 

S 

■ 

■ 

s 

■ 

i 

mmmmm 

mmmwmm 



GRAND TOTAL 

76.0 253.4 1495.3 

3516.7 

3128.5 

2659.5 

8476.8 


Sourcs* DATAQUEST 


c 1985 Dataguest Incorporated July 22 ed. PCIS Products/Markets 
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TABLE_1A 


Analysis by Model/Price 


Table 2X 

ESTIMATED O.S. MARKET UNITS ($1,000-5,000)1 ANNUAL SHIPMENTS 

(Urnts in Thousand*) 


ACTR2X 

APPLE Macintosh 
APPLE ///, ///♦ 

APPLE 12, 2I+, //• 

APPLE //C 

APPLE 22 various clones 
ATfcT PC6300 • 

COLOMBIA MPC, VP 
COMMODORE B,8X,P ssrlss 
COMMODORE PET, CBM lino 
COMMODORE Aaiga 
COMPAQ , ♦ 

COMPAQ DeskPro ssrlss 
CORONA PC ssrlss I 

CROKEMCO C-10 
DATA GENERAL On* 

DEC Rainbow 100, B, ♦ 

EAGLE 22 Ssrlss 
EAGLE PC Ssrlss 
FRANKLIN ACE Ssrlss * 

£ A VI LAN SC,MobileOtfice 
GRlDCass 1, 2, 3 
BP S3, S3, 86 , S7, B,XM 
HP 125, 120, 130, B, C 
BP 110 Portable, Plus 
IBM Psrsohal Computer 

XBM Portable PC 

2BM PCjr (4630) * 

28M PC XT • 

2BK PC clones 
XNTZRTXC Superbrain 
ITT XTRA, XP 
XAYPRO 22, 4, 10, 12, X 
KAYPRO 16 and 4lts 
KAYPRO 2000 

LEADING EDGE PC,Model D 
MORROW MD1,2,3,4 ssrlss 
MORROW Pivot 
NCR Dcsn Mats,PC 2V.PC6 
OHXOSCI C,CP,KEY ssrlss 
OSBORNE 01, Exse, Vixen 
OTRONA Attache, 2001 
SZEQUA ChaseIson, PC 
SPERRY PC, Portable • 

STM Pied Piper, PC 
TR5-I0 2,222, 4, 4P 117.0 105.6 

TRS-tO Modal 100, 200 I 
TANDY Model 2000 
TANDY Model 1000,1200KD 
TZLCON Zorba, Nosis 
TELERAM 13000,4000,3000 0.0 

TZLEVIDEO TS160X series 
TELEVXDZO TSSOx ssrlss 0.0 4.0 

TX Professional,Portbls 
T2 ProLite 


19S2 

1983 

1984 

1983 

Y-E '84 

0.0 

9.3 

10.8 

0.0 

20.3 


0.0 

259.4 

353.6 

259.4 

24.3 

30.6 

10.4 

0.0 

79.6 

25S.4 

331.3 

331.3 

453.4 

1649.4 


0.0 

280.3 

446.2 

280.5 

2.5 

14.0 

17.3 

7.1 

34.0 


0.0 

29.0 

70.9 

29.0 

. 1.1 

20.9 

41.4 

16.3 

63.4 

0.0 

0.0 

0.0 

0.0 

0.0 

28.8 

7.9 

1.8 

1.5 

124.0 



0.0 

110.7 

0.0 

0.0 

53.0 

103.1 

118.5 

158.1 


0.0 

36.0 

76.1 

36.0 

0.0 

10.0 

49.6 

62.9 

59.6 

2.3 

10.0 

10.5 

10.9 

22.7 


0.0 

4.0 

23.2 

4.0 

7.3 

35.1 

63.4 

39.7 

125.7 

5.3 

11.4 

8.1 

0.0 

25.6 

0.0 

9.0 

24.0 

26.0 

33.0 

12.0 

66.9 

86.7 

0.0 

165.5 


0.0 

3.8 

0.9 

3.8 



0.0 

10.2 

0.0 

26.4 

21.2 

10.7 

3.0 

86.6 

0.0 

16.0 

73.0 

83.8 

69.0 


0 

22.8 

30.3 

22.8 

143.1 

403.0 

873.7 

987.7 

1443.2 


0.0 

■ 65.0 

40.7 

65.0 


0.0 

283.2 

0.0 

283.2 



0.0 

344.5 

0.0 

0.0 

11.9 

18.2 

15.4 

30.1 

4.4 

2.8 

4.5 

0.0 

21.7 


0.0 

21.9 

47.9 

21.9 

12.6 

77.4 

78.5 

39.1 

168.6 


0.0 

6.7 

23.0 

6.7 


0.0 

0.0 

27.6 

0.0 


0.0 

20.9 

31.3 

20.9 

13.0 

23.3 

29.8 

35.0 

66.3 


0.0 

4.7 

17.3 

4.7 


0.0 

32.4 

66.3 

32.4 

2.9 

3.7 

4.3 

0.0 

27.2 

91.2 

26.3 

3.4 

4.0 

128.1 

3.8 

16.0 

13.3 

0.0 

35.3 

0.0 

12.0 

20.0 

32.8 

32.0 


0.0 

32.3 

63.8 

52.3 

0.0 

7.2 

16.0 

20.2 

23.2 

97.8 

70.3 

105.3 

113.8 

682.6 

0.0 

59.9 

44.2 

45.7 

104.1 

0.0 

4.0 

39.2 

46.0 

43.2 


0.0 

60.0 

133.1 

60.0 

0.0 

13.2 

16.2 

7.6 

31.4 

3.0 

8.6 

11.7 

9.9 

25.3 

0.0 

6.7 

30.4 

38.6 

37.1 

14.4 

24.7 

13.6 

4.3 

56.7 

0.0 

25.7 

61.9 

92.4 

107.6 


0.0 

1.9 

17.0 

1.9 


I960 1981 

1.0 13.3 

SI.6 174.3' 

0.0 

0.0 

22.4 26.9 

0.0 

0.0 

0.0 O.S 
0.0 

S. 6 19.S 
0.0 17.3 

4.0 6.0 

0.0 

0.0 

5.9 3.0 

0.0 7.2 

0.0 


(Continued) 
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TABLE IB 


Analysis by Model/Price 


Table 22 (Continued) 


ESTIMATED O.S. MAMET UNITS ($1,000-5,000) 1 ANNUAL SHIPMENTS 



(Units in Thousands) 





I960 

1961 

1962 

1963 

1964 

1965 

Y-E '64 

VICTOR 9000 / 8 irius,VieR 


0.0 

17.2 

33.2 

3.4 

5.2 

53.6 

WANS ProEessional Serie 



0.0 

26.6 

74.7 

67.8 

101.3 

XEROX 12.0,16/6,606x 

0.0 

22.3 

24.7 

20.3 

13.0 

24.5 

60.2 

EENITH/KEATHKIT 8,89,90 

10.6 

15.6 

19. • 

15.3 

0.0 

0.0 

69.4 

ZENITH/HEATHKiT 100,150 


0.0 

3.6 

18.9 

60.4 

79.4 

83.1 

ZENITH/HEATHKIT 160 




0.0 

10.2 

13.4 

10.2 

OTHER O.S. Kfr'a. 

26.4 

33.9 

56.3 

96.2 

69.7 

75.8 

374.3 

SUBTOTAL O.S. MEr's. 

279.4 

452.4 

682.1 

1876.0 

3926.3 

4787.1 

7776.3 

ACORN, BBC Model A,B * 



0.0 

3.2 

9.0 

0.0 

12.2 

act Apricotn,rie,rx,xi 




0.0 

0.1 

13.6 

0.1 

ACT Apricot Portable 





0.0 

3.0 

0.0 

BASIS 101, aos 



0.0 

5.3 

0.0 

0.0 

5.3 

BOIL Questar/Micral aer 

as 



0.0 

0.0 

0.0 

0.0 

ERICSSON PC line 





0.0 

9.0 

0.0 

OLIVETTI M-21/24 1 




0.0 

0.0 

0.0 

0.0 

OLIVETTI K-20 Series 



0.0 

14.5 

10.1 

3.1 

24.6 

PHILIPS DATA P2000, etc 




0.0 

1.1 

6.0 

1.1 

TRIUMPH/ADLER/ROY AL 




0.0 

0.5 

2.1 

O.S 

OTHER EUROPEAN 


0.0 

1.2 

3.3 

6.4 

11.1 

10.8 

SUBTOTAL EUROPEAN Mtr'S 

0.0 

0.0 

1.2 

26.2 

27.1 

48.0 

54.5 

CANON BX, CX Series 



0.0 

1.0 

0.0 

0.0 

1.0 

CANON AS-100, PC 



0.0 

1.0 

11.6 

16.0 

12.6 

EPSON OX-10, 16 



0.0 

11.2 

22.1 

34.3 

33.3 

EPSON KX-20, PX-I 


0.0 

0.6 

1.7 

8.3 

11.9 

10.5 

FUJITSU FM-I,FM-ll,9450 



0.0 

5.3 

10.8 

16.6 

16.1 

HITACHI (all $1-5K*S) 




0.0 

0.0 

0.0 

0.0 

IBM Japan JX-1,2,3,4 





0.0 

0.0 

0.0 

NEC PC-6000 Series 

0.0 

3.1 

5.5 

6.5 

3.8 

2.7 

18.9 

NEC PC-6600 series 


0.0 

1.6 

2.5 

3.8 

6.1 

8.0 

NEC PC-9600 aeries 



0.0 

1.6 

2.8 

5.1 

4.4 

NEC PC-6200's, 1401 f 



0.0 

O.S 

3.2 

5.2 

4.0 

NEC N5200,PC100 (ARC) 


0.0 

2.0 

17.1 

12.0 

20.2 

31.1 

OKI "if-60" series 


O.S 

0.9 

1.7 

2.5 

3.6 

5.6 

PAMAFACOM (all $1-SK'S) 




0.0 

0.0 

0.0 

0.0 

PNSONIC JB3000,8rPartnr 


0.0 

0.0 

9.0 

26.0 

41.2 

37.0 

SANYO KBC-X000'S 


0.0 

2.1 

5.2 

4.8 

6.1 

12.1 

SANYO MBC-550's,?55 



0.0 

3.0 

78.0 

114.7 

81.0 

SONY SMC-70 series 


0.0 

3.6 

5.0 

5.3 

7.5 

13.6 

SHARP PC-5000 

• 


0.0 

2.8 

14.4 

18.1 

17,2 

SHARP KZ-60,3200, etc. 

0.0 

1.1 

3.2 

0.0 

0.0 

0.0 

4.3 

SORD (all tl-3K'a) 


0.0 

2.1 

2.6 

3.0 

4.3 

7.6 

TOSHIBA Pasopial,5,7,16 


0.0 

1.6 

1.9 

2.2 

3.3 

5.6 

OTHER JAPANESE MEr's. 



0.0 

0.0 

0.0 

0.0 

0.0 

SUBTOTAL JAPANESE MEr's 

0.0 

4.7 

23.3 

79.7 

216.3 

319.0 

323.9 

BYTEC Hyperion 


0.0 

0.3 

1.8 

3.3 

1.9 

5.4 

OTHER R.o.N. KEr's 

0.0 

0.5 

2.7 

17.0 

58.4 

66.3 

78.6 

GRAND TOTAL 

279.4 

457.6 

909.6 

2002.6 

4231.4 

5242.4 

6238.7 


Sourcet DATAQUEST 
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TABLE 2 



















Personal Computers for Home Use 

(End—User Value) 


TABLE 2A 
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Based on Future Ccmxjtinq’s 10 1965 mail 








TABLE_3_ 


U1IT8 CONSUMED 


US PRICE CLASS 01 (0-499) IB THOUSANDS. 


85 


87 


88 


89 


90 


COMMERCIAL 120.3 103.4 133.7 180.6 

HOME 1,335.4 1,358.9 1,716.1 2,058.0 


U8 PRICE CLASS 02 (500-999) 


COMMERCIAL 

HOME 


256.1 

480.8 


400.3 

628.4 


687.4 1,083.4 
913.6 1,294.2 


US PRICK CI.A8B 03 (1000-2999) 


COMMERCIAL 1,103.8 1,222,4 1,581.2 1,979.9 

HOME 625.8 744.7 1 ,033.0 1 ,291.8 

US PRICE CT.AB3 04 (3Q0Q-6000) 

COMMERCIAL 1,364.8 1,832.0 2,138.9 2,329.2 

HOME 79.7 88.2 84.6 92.8 

INITIAL VALUE 

US PRICE CLASS 01 (0-499) IN MILLI0H8 


239.4 351.1 

2,360.1 2,771.3 


1.491.6 1,858.2 

1.674.7 2,004.7 


2.286.9 2,581.2 

1.428.9 1,551.9 


2,447.8 2,513.4 
96.8 71.2 


COMMERCIAL 

HOME 


24.9 

302.2 


17.5 

265.5 


US PRICK Cf.ASS 02 (500-999) 


COMMERCIAL 

188.4 

291, 

HOME 

352.7 

460 

U8 PRICE CLASS 03 (1000-2999) 

COMMERCIAL 

2,381.3 

2,191, 

HOME 

962 .4 

1,337, 

US PRICE CLASS 04 (3000-6000) 


COMMERCIAL 

HOME 


321 .7 378.0 


26.6 

300.6 

40.8 

365.1 

60.2 

425.3 

92.6 

507.7 

501.1 

666.3 

792.2 
940 .0 

1,0.94.1 

1,211.6 

1,358.0 

1,442.0 

2,697.3 

1,759.1 

3,241.2 

2,090.7 

3,813.2 

2,336.1 

4,289.0 

2,534.5 

8,981.4 

351.6 

9,958.1 

388.2 

10,539.9 

404.4 

10,833.8 

293.2 


SOURCE: INFO CO RP 
AUGUST 20, 1985 
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TABLE 3A 


1985 UNITS CONSUMED 


Vendor 

WW 

US 

APPLE II 

364,000 

254,800 

APPLE IIC & HE 

510,000 

387,600 

APPLE MAC 

330,000 

280,500 

COMMODORE AMIGA 


70,000 

COMMODORE 128 

460,000 

345,000 

COMMODORE C64 

440,000 

470,000 

IBM PC 

470,000 

385,400 

IBM PCJR (DISKETTE) 

67,000 

60,300 

IBM PCJR (CASSETTE) 

4,000 

3,840 


InfoGorp 

20833 Steven* Creek Btvd. #. Cupertino, CA 95014-2107 • (408)973*1010 • fetex 383004 
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TABLE 4 



Source: Yankee Group 
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TABLE 5 


COMPUTER OWNERS LIKELY TO BUY 

ANOTHER COMPUTER 


NEXT 12 MONTHS 


Very Likely 

Somewhat Likely 

Apple Ile/c 

12% 

12% 

Apple Mac 

10% 

7% 

Atari 800 

12% 

8% 

Commodore 64 

13% 

10% 

IBM PC 

14% 

9% 

Tandy 

10% 

19% 

Average 

14% 

14% 


Sources Yankee Group 



TABLE 6 


































TABLE 8 





TABLE 9 


Expected Price Point lor Next Computer 

• $0-$500 11.9% 

• $500-$1,000 20.4% 

• $1,000 - $1,500 21.2% 

• $1,500 - $6,000 32.1% 

• Don’t know 2.3% 
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TABLE 1-0 


PROJECTED 1985 U.S. MARKET DEMAND FOR COMMODORE 
PRODUCTS BASED ON PRIMARY CONSUMER DATA - 

NON - OWNERS 


No. of U.S. Households 87 million 

No. of Households 41 Intend to 

Buy" within next 6 months * - 8.7 million 


Assume only 35% of 10% 

actually buy. Demand * 3,045,000 units 


Brand Preference 


20% say Commodore is first choice = 600,000 units 

Assume Commodore gets 30% of 22% 

of "undecideds" (=6%) = 180,000 units 


780,000 units 
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TABLE 11 


PROJECTED 1985 U.S. MARKET DEMAND FOR COMMODORE 
PRODUCTS BASED ON PRIMARY CONSUMER DATA - 
OWNERS 


All Owners, 10% - 13% 
of U.S. Households 


9 million units 


14% of all owners intend 
to buy another computer, 

next 12 months = 1,260,000 units 


Say 50% of 14% actually 

buy over next year = 630,000 units 


Say 30% buy Commodore 

(i.e.=to installed base share)= 189,000 units 


Say 50% buy next 6 months 


94,5000 units 




PROJECTED 


TABLE 12 _ (SUMMARY) 


.S. UNIT SHIPMENTS BY COMMODORE - 1985 


Dataquest 

1, 435,000 

Future Computing 

950,000 

InfoCorp* 

745,000 

Yankee Group 

915,000 


Average = 1M units 


* Excludes C-16, Plus 4, SX64 



TABLE 13 


PROJECTED DEMAND AND SHIPMENTS FOR COMMODORE PRODUCT, 

NEXT SIX MONTHS 


Projected Demand 

Amongst Non-Owners 780,000 

Amongst Existing Owners 94,500 

Total 874,500 units 


Projected Shipments 

Commodore U.S. Shipment 
Projections by Research 

Firms for 1985 (average) = 1 million units 

Actual Shipments to June '85 = 270,000 units 


Projected Shipments 

July - December '85 = 730>000 units 
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FIGURE 3 




Retail Software Sales Climb 60 Percent In June; 
Growth Outstrips Earlier Gains In Hardware Sales 


By Camille Sciortino their highest levels since last December’s 

CUPERTINO, Calif. — Retail sales of holiday selling season, according to the 
software programs increased by more results of a monthly survey conducted by 
than 60 percent from May to June in both market-research firm InfoCorp. 
dollar volume and unit sales, reaching (Continued on Page 71) 
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FIGURE 4 


o 

I 


Software Publishers Association 

» 


For Immediate Release 
Contact! Kenneth A. Wasch 
Executive Director 
202-452-1600 


Software Publishers ieport 351 Sale* Increase 
*” In Second Quarter 

Waahington-The Software Publishers Association reports a 35X increase in 
2nd quarter software dollar sales fron 1984 to 1985• The quarterly 
comparison, prepared by the national accounting firm of Arthur Andersen 
A Co., analysed the software sales of a constant group of reporting 
firms. Earlier, this same group reported a dollar sales increase of 

37.6X in the first quarter of 1985 over the same period in 1984. 

* 

Thirty-one firms participated in the year-to-year sales study, Including 
such major firms in the home, education, and entertainment segments of 

the software Industry as: Spinnaker, Broderbund, Infocom, Activision, 

v 

Scarborough Systems, McGraw-Hill, Xerox, Tronix, Epyx, CBS Software, 
Davidson & Associates, Springboard, MECC, Sierra, Origin Systems, 
Hayden, and others. 

The growth in software sales was experienced in virtually all software 
categories, with "home" software realizing the largest increase. The 
data indicates that despite well-publicized difficulties among personal 
computer manufacturers, the software market continues to grow at a very 
rapid rate, as the Installed baae of personal computers expands. 

(more) 

nil 19th street, H.W. Suita 1200 * Washington, D.C. 20030 • (202) 452-1600 
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Futharmors, the trade press reports of. fc softvsrt salts slowdown id the . 
second quarter are apparently wide of the mark, as the second quarter V 
sales continue the year-to-year ihOtsise reported for the first'quarter* 

. ' • . ' . •■' "S •• »*■ ; ; ' 5 ^>'•"’■ - 3 ■„ --.i* ,. 

8FA Executive Director, Kenneth A* ;:Wasch noted that "software Industry . 

' •'. . '■ •. ' . ■ ■■ •'■'.V'TW*..- ‘ ’ •. 

v '* •* * **•.- .? va ft V, vr. r-. 4'V '*., 1 ' **?« . * X'j . < “ • f 

ialct are no longer subject £to■on^h-toHponth swing i/but have 

: >. * V.'*’ J&i *■: 'Vt ’A. y- * 

become quite constant and much more^predictable* So far, 1985 sales are 

• - -. y' * 

very closely tracking 1984, albeit at a aalaa level that la 33% higher. 

On the baeia of 1984'a data, software' publishers can expect rapidly 
rising sales beginning in September, es Christmas shipments begin." 


The Software Publishers Association, the trade association of over 140 
firms in the microcomputer software industry, retained Arthur Andersen & 
Co* in June, 1984 to begin collecting sales information from SPA 
members. Participation in the da‘ts program is open to all SPA members 
that publish microcomputer software* Individual company data la held 
strictly confidential by Arthur Andersen & Co, and there is no charge 
for participation* 




FINANCIAL STRATEGY - SIX MONTHS 


Given the current inventory levels and lack of earnings. Commodore is 
over-leveraged. During the next two quarters it is the intention of 
Commodore's senior management to liquidate to do whatever is necessary 
to liquidate the excess inventory while ratcheting down expenses to 
became profitable at a lower sales volume. Every avenue will be 
explored to liquidate this inventory during this selling season. 

In North America and the U.K. the C-64 will be packaged with 
peripherals in bundles. Additionally, in Germany, Australia and 
several northern European countries where C-64 sales are still strong, 
the emphasis will be on moving additional units while laying the 
groundwork for a successful introduction of the C-128. Because of the 
complexity in the US of moving a significant volume of C-64 inventory, 
the introduction of the C-128, and the opening of new channels of 
distribution for the Amiga, a separate sales group has been established 
so that the Amiga launch will not detract from the importance of the 
C-64 inventory and Plus 4 reduction plan. 

At June 30 there was approximately $200 million in C-64, 1541 drives, 
and related printers and accessories (See Section VII). It is fully 
expected that these units will be substantially reduced by the end of 
December at or near cost. 

Hie roughly 320,000 C-16 CEUs (value $25 million) can be sold primarily 
in Latin and South America. The $30 million invested in the Plus 4 
worldwide represents a much broader problem in that our established 
markets to date have not been enthusiastic about the product. Although 
this inventory will remain on the books, third world and vertical 
market opportunities are beginning to materialize that provide a longer 
term solution. 

The upcoming Christmas selling season should enable Commodore to 
realize at minimum $220 million in value out of the C-64 and C-16 
inventory and generate a new sales base of Amiga and C-128 sales. 
Given that premise, by the end of March, 1986, the current bank debt 
position of $210 million will be reduced substantially through 
reductions in existing inventory and through new product sales. 
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PRIMARY FINANCIAL STRATEGY - LONG TERM 


In late calendar 1984, Commodore began to restructure its capital 
footings with a successful European seven year bond issue. 
Unfortunately, the market for heme computers has weakened significantly 
since then, and our access to that market is currently limited. 
Commodore is confident though, that given its ability to demonstrate to 
the financial community the viability of its two product introductions 
in North America, the new IBM compatible line in Europe and the success 
of its efforts to lower its breakeven point and leverage that it will 
in calendar 1986, have a reopened access to the capital markets for 
long term debt. Until that time we must continue to rely on bank debt 
to finance the near future. 
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PROJECTED CASH REQUIREMENTS AUGUST THROUGH JANUARY 


Exhibit III-A is the monthly cash flow forecast for the period August 
through January as originally forecasted on August 1. After the new plans 
to conserve cash (Section III) our cash needs in September, October and 
November have been substantially reduced (Exhibit III-B). The following 
discussion is based on these needs. 

In August, which is largely a vacation month in Europe, receipts are 
expected to total $31 million. After local operating expenses of $29 
million, the Sales Companies have $2 million in positive cash flow before 
the $24 million required in the Far East for the producer companies. 
Therefore, by the end of August, bank debt rises from $207 million to 
approximately $222 million. The bulk of this borrowing is expected to be 
used by drawing the facilities in Europe and a decrease in the cash position 
by $7 million. 

September receivables increase to $60 million as a result of C-128 shipments 
in August and collections in Germany, Northern Europe, UK and Italy from 
sales in June and July. However, September is the first month payments must 
be made for the initial shipments of the Amiga and C-128 components in the 
Far East. In the U.K., cash flow is hairpered by a $9 million payment for 
fiscal 1984 taxes. After $49 million in requirements for the sales 
companies, $11 million is available to fund the producers. The negative 
monthly cash flow of $13 million brings our month-end debt position up to 
$235 million. 

October shows a continuing improvement in receivable activity as a result of 
Amiga and C-128 sales with collections increasing up to $76 million. As a 
result, after covering all producer requirements, cash flow is positive by 
$15 million. 

As we look at the period of November, December and January, collections of 
$102 million, $112 million and $95 million respectively far out-strip 
requirements both in the sales companies and the Far East; the result is 
positive cash flow of $115 million. We anticipate receipt in the U.S. of a 
$25 million tax refund by the end of December. Bank debt in the 
November-January period therefore, drops down from $220 million to $105 
million. Moreover, receivables as of the end of January, according to our 
forecast, will total approximately $175 million of which the majority mature 
in February and March. 
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CASH CONSERVATION PROGRAM 


In July, Commodore commenced a worldwide cash conservation program with the 
objective of reducing expenses by $20 million a quarter. 

The program is concentrated in four areas: 

1. EMPLOYEE AND RELATED EXPENSES - $18.5 MILLION SAVINGS: 

In 1985 (fiscal) employees were reduced from 6,600 to 4,400. Additional areas 
of costs now targeted include: 

Semiconductor Operations: 

Valley Forge to be converted (at no cost) to a C-Mos line for new products. 

Costa Mesa to remain high volume H-Mos II and III and HC-Mos I and II. 

Employees reduced from 485 to 180 saving $6,400,000 on an annual basis. 

Hie related costs are $1,400,000. 

Engineering: 

Efforts will only be directed to Amiga, major cost reductions and any 
modfications required for vertical market applications. 

The Lap computer, the C-900 computer and the Liquid Crystal Display project 
are shelved. Hie LCD technology will be attempted to be sold. Efforts are 
continuing to find an OEM buyer for the C-900. 


All other projects and programs are terminated. 


Enployees reduced from 252 to 150 saving $7,200,000 in annual payroll. 
Sales and Administration: 

Headcount reductions: 


United States 

Germany and Northern Europe 
United Kingdom 
Far East 


519 to 350 saving $2,200,000 annually 
381 to 341 saving $ 800,000 annually 
246 to 185 saving $ 860,000 annually 
223 to 205 saving $ 450,000 annually 


Payroll reduction to senior managers' salaries: $240,000 

Hospitalization. Medical and Dental Plan Changes: $200,000 
Salary Freeze-all employees-no cash savings: 

M. Smith - deferral of February 1, 1986 bonus to 

February 1, 1987 $300,000 


$5,050,000 


$18,650,000 


Total payroll reductions amount to: 
(on an annual basis) 
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2. PROGRAMS AND PROJECTS - SAVINGS $10 MILLION: 

All product shows in North America have been cancelled for fiscal 1986 savings 
of $1.6 million. 

Reduction of R&D and Engineering projects will save $4 million in pre-da ted 
expenses. 

Sale of the company airplane saves $400,000 in yearly operating expenses. 

Purchase orders for all equipment relating to consultants, trade conventions, 
conferences etc., will be reviewed by General Managers savings estimated at $4 
million. 

3. ADVERTISING AND MERCHANDISING: 

In all countries advertising is being restricted to print bo-op and sporting 
events. A minimum number of TV spots will be used for the C-128 and Amiga 
Launch. Hois will save $20 million from the previously budgeted amounts. 

4. CAPITAL EXPENDITURES - SAVINGS $32,000,000: 

During the 1985 fiscal year capital outlays amounted to $62 million. 

we can operate at a worldwide maximum of $4 million a quarter reduced in this 
year's requiement by $8 million a quarter. This means only minimum maintenance 
and expenditures for test equipment. 

Other Activities: 


Sell company airplane $2 million 

Sell non-utilized equipment $2-6 million 

Sell the Kentron facility in Japan for approximately $575,000 
(Approximate book) 

Additional areas for cuts are still being explored. 
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VENDOR SUPPORT 


Of the $220 million in producer purchases in the next six months, $110 
million are purchases in Japan by Commodore Japan Limited. 

Commodore Japan is an approved P-Note issuer by the Ministry of Finance 
of the government of Japan; it is able to issue notes discountable by 
banks. Currently we are receiving, on average, 45 day terms from most 
of our Japanese vendors. In the past weeks, our Asian Manager, Robert 
Gleadow, and Mikio Izumi, Commodore Japan Limited's President, have met 
with each vendor to renegotiate terms for 120 days. To date, they have 
been successful on pushing out $39 million in terms. Itie changes by 
month: 


8/1/85 Forecast New Payment Plans 

($000,000's omitted) 


September 

24 

10 

October 

16 

10 

November 

27 

14 

December 

26 

18 

January 

17 

19 


110 71 
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FORECASTS - FISCAL 1986 


Hie (Exhibits III & IV) forecast of Commodore International Limited was 
compiled in July as a result of meetings senior management had with 
local managers in each operating subsidiary. It is accurately aligned 
with the current build plan in the Far East. Also attached are the 
product assumptions as well as average selling price assumptions. 

It should be noted that average selling prices have been reduced again 
from previous forecasts. Hie emphasis in the near future remains on 
cash flow...not profit. 

Hie quarters ending March and June are not now being used by management 
in a build plan. Decisions on any build plan for the period after 
January 1, 1986 will only be made in December after the results are 
known for the current Christmas season. 

Following the CIL forecast are the reconciliations of the receivable, 
inventory and payable amounts. 
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commodore 

international limited 


Executive Offices 
1200 Wilson Drive 
West Chester, PA 19380 
(215) 431-9100 


TO: 

Board of Directors 

FROM: 

John B. Kelly 

DATE: 

August 16, 1985 

SUBJ: 

FOURTH QUARTER RESULTS 

Sales 




Sales for Quarter 4 were a disappointment. Hie original forecast of $200 
million included $25 million for Ted products which did not materialize. 
Hie markets in Latin and South America have taken longer to develop than 
originally estimated. In Quarter 4 significant price reductions were 
granted to generate volume. In the U.S. a bundle discount of $5 million 
was given for orders taken at the CES show in Chicago in early June. 

Italy continued to grant price discounts which they considered as co-op 
advertising allowances but were really price reductions and, accordingly, 
should have been deducted from sales. This required a restatement of 
sales for previous quarters. In Quarter 4 the U.S. continued to liquidate 
product through COMBS - total sales value was $5 million with no margin. 

Sales of the PC 10/20 in Europe were on target - $19.5 million. In just a 
short period of time, the PC became Number 1 in the German market. Sales 
of our flagship product, the C64, were 215,000 units in non-U.S. 
countries. Sales of the 1541 disk drive continue to lag significantly 
behind sales of the C64 outside of the U.S. 

The effects of the above factors on sales and standard margin for Quarter 
4 were as follows: 



Sales 

Standard 

Margin 

Original Forecast 

$200,000 

$65,000 

Ted products 

(25,000) 

(5,000) 

U.S. bundle discounts 

(5,000) 

(5,000) 

Italy pricing allowances 

(3,000) 

(3,000) 

Cash discounts for early payment 

(2,000) 

(2,000) 

No margin on COMBS sales 

— 

(2,000) 

Estimated effect of currency rates 
(offset by other income) 


(4,000) 

Other shortfalls - volume and pricing 

(29,400) 

(17,500) 

Reported 

$135,600 

$26,500 




Income 


The large increase in the loss for Quarter 4 was due primarily to the 
margin shortfall, inventory writedowns, special year-end adjustments and 
loss of income tax benefits for certain of the losses. 

Due to the slow sales of Ted products, management determined it was pru¬ 
dent to reevaluate the worldwide inventory position for these products. 
This review indicated that all parts below the PCB assembly level should 
be considered excess. This resulted in a writedown of $15 million. 
Management also believed that a writedown of $10 million was needed for 
finished goods and assemblies due to the large quantities of Ted products 
available for sale. 

Additional writedowns were taken in Quarter 4 in order to facilitate 
future disposal of certain other products, such as PET system printers and 
disk drives, C64 software purchased locally and through CEL, and certain 
consumer printers. Excess PET production parts, primarily transferred 
from Santa Clara, were also written off. Total non-Ted writeoffs were $12 
million in Quarter 4. For the fiscal year 1985 total non-Ted inventory 
writeoffs were $36 million. 

Operating expenses of $61 million were higher than forecast primarily due 
to a $5 million bad debt provision in Italy. During fiscal 1985 five 
people from senior management visited Italy at different times to review 
the receivable situation. At the last review it was determined that with 
deteriorating market conditions and high levels of receivables, the 
extending of due dates created a high risk of collectibility. As of June 
30, 1985 $5 million of receivables were more than one year old and Arthur 
Andersen concurred that a reserve be established for this amount. 

Advertising expenses in Quarter 4 were lower than forecast due to the 
reclassification of Italy's co-op allowances and the U.S. CES bundle dis¬ 
counts. Research and development costs for Quarter 4 were higher than 
previous quarters due to the heavy development costs for the Amiga and 
approximately $1.3 million of prototype materials for the C900 series. 

Certain other non-recurring adjustments in Quarter 4 included $3.5-million 
in other cost of sales for customs problems in the U.S., U.K. and Germany. 
The steel division in Canada was sold in June 1985. The net loss of U.S. 
$1.2 million (Can.$1.6 million) was included in other income. Other 
income also included a writedown of $2.5 million for idle semiconductor 
equipment, primarily the 4" wafer fabrication line in Costa Mesa and 
excess testing equipment in Hong Kong. 
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Arthur Andersen required Germany to discount the Deerfield receivables by 
$1.6 million because the credits will be used by Commodore over a period 
of 2-3 years. At the present time the discount is reflected in other cost 
of sales. However, Arthur Andersen is still reviewing the entire Deer¬ 
field situation. They believe that for U.S. reporting purposes the dis¬ 
count should be shown as a reduction of sales. They have also gone so far 
as to say that no profit should have been recorded on the sale because the 
value of the credits received in exchange was not determinable. This 
would mean a reduction of Quarter 1 sales and pre-tax income of $4.3 
million. This issue is still unresolved. 

The effect on pre-tax income of the above non-recurring items is 
summarized as follows: 


Original forecast (excluding inventory writedowns) 

$(19,000) 

Margin shortfall 

(38,500) 

Italy bad debts 

(5,000) 

Customs problems 

(3,500) 

Idle semiconductor equipment 

(2,500) 

Loss on sale of steel division 

(1,200) 

Deerfield discount - Germany 

(1,600) 

R & D - C900 prototype materials 

(1,300) 

Currency translation gain (included in other income) 

3,000 

Expenses lower than forecast 

2,000 

Pre-tax loss before inventory writedowns 

(67,600) 

Inventory writedowns - Ted products 

(25,000)- 

Other 

(12,000) 

Reported pre-tax loss 

$(104,600) 
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Both Canada and Italy are in net loss carryforward positions with no 
possibility of carrying the 1985 losses back to prior years. In addition, 
the inventory writedowns were recorded by CEL, which pays minimal incane 
taxes. In Quarter 4, $2.0 million was provided for the estimated cost of 
the resolution of the Japanese tax audit of 1983/84. Therefore, the 
effective tax benefit in Quarter 4 was only 23% compared with 30% in prior 
quarters. 

The preliminary after-tax loss for Quarter 4 is $80.3 million. For the 
first nine months net income was $10.1 million, so the preliminary net 
loss for the fiscal year is $70.2 million. 



PROPOSED NEW DEBT STRUCTURE 


Hie current credit agreements in the U.S., U.K., and Germany 
are totally out of line with the current business conditions. 
The covenants bear no relationship to the ongoing business 
environment and the uncertainty of the market makes the 
prospects of new credit facilities on the same terms remote. 

I propose that we replace the covenants by providing security 
to the banking group. Exhibit VIB shows our proposed 
facilities and available asset coverage. 

Ihe new borrowings under existing facilities are vital to 
meet our commitments this Fall and will be the first 
cancelled later in the year as the cash flow from operations 
allow the business to contract. This LIFO arrangement is 
expected to be used in subsequent years to finance our 
seasonal peaks. 
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COmODORE INTERNATIONAL LIMITED 
BAIK CREDIT FACILITIES 
July 28. 1985 
BY COUNTRY U.S. $(000) 


LINES OF CREDIT 

U.S. * 

Canada 
Japan 
Hong Kong 
Taiwan 
Australia 
Germany 
Austria 
Italy 

Switzerland 
Denmark 
Norway 
Netherlands 
Belgium 
Sweden 

TOTAL LINES 

TERM BANK CREDIT FACII 

U.S. 

Australia 
U.K. 

Germany 

TOTAL TERM 

TOTAL WORLDWIDE 
FACILITIES 

* net of Letter oil 
Available Letter 

08/09/85 


Does not include Commodore Credit 


TOTAL 

22.500 
11.852 

7,134 

19.169 

3.000 

1,773 

13,380 

3,383 

18,577 

1,905 

2,427 

599 

3,106 

4,310 

1,192 

114,307 

ITIES 

100,000 

6,028 

35.500 
20,070 


161,598 

275,905 


USED 

0 

2,963 

0 

12,339 

0 

1,548 

8,941 

3,418 

13,501 

1,627 

288 

231 

1,766 

3,190 

355 

50,167 


100,000 

4,610 

24,996 

20,070 


149,676 

199,843 


UNUSED 

22,500 

8,889 

7,134 

6,830 

3,000 

225 

4,439 

-35 

5,076 

278 

2,139 

368 

1,340 

1,120 

837 

64,140 


0 

1,418 

10,504 

0 


11,922 

76,062 


Credit facilities of U.S. $18,000,000 
of Credit facilities of $10,737,000 
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CCMCDCFE JNTERKnCNfti LIMITED 
EANK CFEDIT EA 


LUES CF OREDIT 


[TIES-VEFKHG OETEfiL 013? 

IN 1KXS4CS CF DOCIAFS 
JUCf 28, 1985 


TREASURE PPELMNftRy 08/09/85 


TOTAL 


JXX 2B. 1985 
CUISIMdNj 


ffiAHAECE 


EX FREE CUFTBOf $ U.S. 


OHEN3T $U.S. 


CURTCN2 $U.S. 


tCRIHMRICA 


GMCDCRE BUSINESS MOTMS, DG. 


JANJEACKRERS 1MWE 

IB$ 


1.00 

5625 

5625 

(XNmCNIAL ILLINOIS 



1.00 

5625 

5625 

B*K CF AMERICA 



L.00 

3125 

3125 

HflLBCEIFHIA l«nQ®L EMK - 


1X0 

-3125 

3125 

AMERICAN EM* 



1X0 

0 

0 

EARZA3S 



1.00 

2500 

2500 

M®M3 MTTXMD 



T.0C 

2500 

2500 


TOTAL t 

.S. 


22500 

22500 


0 

0- 

5625 

5625 

0 

0 

5625 

5625 

0 

0 

3125 

3125 

0- 

0 

3125 

3125 

0 

0 

0 

C 

0 

0- 

2500 

: 250C 

0 

0 

2500 

250C 

0 

0 

22500 

2250C 


(UtEDCFE BUSINESS MODNES EflD. 


1) $2500 TO OEM OR $5000 TO CEMCDGRE CREDIT 


OmXM IEEERBL ffiNK CD$ 
(Xntoenial Illinois 

TOTAL 


SUBTOTAL NORTH JM3RICA 


1000 

741 

0 

0 

1000 

741 

15000 

1.1111 

4000 

2963 

11000 

8148 

16000 

11852 

4000 

2963 

12000 

8889 


34352 


2963 


31389 


COMDCFE JAEAN LID. 


EUJI EM* 

H3G R3G fflMGM 


238.30 1200000 
238.X 500000 


1200000 5036 

500000 2098 


TOTAL 


1700000 


1700000 7134 
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OM-CDCRE EIH3KMCS UKTQD - 

KH3K2GHWEH 

* • 


MMXBCIURiSS HAN3£R 

UBS 

I. 

00 

8400 

8400 

2485 

2485 

5915 

5915 

SSNMD QftKltHD 

HC? 

7. 

80 

32000 

4103 

32106 

4116 

-106 

-14 

KKJ KK3 9&N3ftI 

UBS 

1. 

00 

5000 

5000 

5000 

5000 

0 

0 

JCMC KH3 SfitQftI 

HCS 

7, 

80 

13000 

1667 

5753 

738 

7247 

929 


TOM. HK 




19169 


12339 


6831 

OCMCDCre ELK3KKICS LTMTISD - 









K3G IQG EEStOi IETBER CF CREDIT EK3UTTB 

S 







fWUEfiOlIERS WiOTER 

UBS 

h 

00 

3000 

3000 

2403 

2103 

597 

597 

SMEftfD OftRIEFE) 

UBS 

1. 

00 

1D000 

10000 

3900 

3900 

6100 

6100 

KK3KN3 SM»I 

UBS 

L 

00 

5000 

5000 

960 

960 

4040 

4040 

- 

■- 



10000 

18000 

7263 

7265/ 

: 10737 

10737“ 

amDCfE HH3KNKS TMWW UD. 









MNBCRMRS B**MER 

UBS 

L 

00 

3000 

3000- 

0 

C- 

3000 

3000 


TOM. MWH 



3000 

3000 

'<0 

0 

3000 

3000 

SLBIQKL PSLk 





29303 


12339 


16964 


KHHMJA 


OMDGRE BUSINESS WtHMS PH., I2D. 


VESE»C A$ 

1. 

41 

2500 

1773 

2182 

1548 

318 

226 

TOM. HJSISKLIA 


2500 

1773 

2182 

1548 

318 

226 

HKXE 









amrere: bler>rsmnen o&i 









EEHJJtP EMK EM 

2. 

84 

6000 

2113 

3585 

1262 

2415 

850 

EEDWfcNEMK 

2, 

84 

10000 

3521 

8023 

2825 

1977 

696 

N3CEEUIS3E IMtESEWK 

2. 

84 

10000 

3521 

1845 

650 

8155 

2871 

ma CF PMEKLCK 

2. 

84 

6000 

2113 

6000 

2113 

0 

0 

WWJ3QEH3S ItiOJER 

2. 

84 

6000 

2113 

5940 ~ 

2092 

60 

21- 

TOM.GERTOK 


38000 

13380 

,25393 

8941- 

12607 

4439/ 

OMtDOEE HECMVSCHMN GESJffl 









CB 





•:?- 




CBitWilCHISMS CTEDrMJBrnur 

20, 

10 

18000 

896 

18709- - 

931 

-709 

-35 

SNTRSLSraHViSSED.ffl'EriCE 

20, 

10 

50000: 

2488 - 

50000 

2488 

0 

0 

TOM.SBIKIA 


68000 

3383 

- 68709 

3418 

-709 

-35 
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(DfCDpBE riSLIMft S.PJL 


- mcxKsraaiift urn i. 

911 

10000 

5233 

59051 

30901 

•49051 

-25668 

BW> a»SCW£ rMJMA X. 

911 

4000 

2093 

0 

0 

4000 

2093 

BMCMARDN) 1. 

911 

5000 

2616 

0 

0 

5000 

2616 

BtCk EEL EAVCK) 1. 

911 

3000 

1570 

0 

0 

3000 

3570 

EMCfc KNI32 EE3 ER9CHI DI SEA 1. 

911 

5000 

2616 

0 

0 

5000 

2616 

fttOi PCPCLAFE EE MUJMO 1. 

,911 

5000 

2615 

0 

0 

5000 

2616 

EWCADI FO* 1. 

,911 

9000 

4710 

0 

0 

9000 

4710 

awmo i. 

,911 

5000 

2616 

0 

0 

5000 

2616 

amrroaM«aai£ l. 

,911 

6000 

3140 

0 

0 

6000 

3140 

OFEDT3D FCMOOX) 1. 

,911 

7500 

3925 

0 

0 

7500 

3925 

BSTFIUIO SW BOX) DI TERM) 1. 

,911 

6000 

3140 

0 

0 

6000 

3140 

JMEBCKKIS mOJSR 1. 

.911 

8000 

4186 

0 

0 

8000 

4186 

BWOAffi 1, 

.911 

5000 

2616 

0 

0 

5000 

2616 

SLBIDISL IMS 


78500 

41078 

59061 

30901 

19449 

3D177 

: ££S5 EXSOOMT EXdLTITE: 

> 

43000' 

122500. 

33251 

17400 

9749 

5102 

tool imx 


36500 

18577 

25800 

13501 

9700 

5076 

(wans a.g. 








SWISS ERNC CXKOKI'ICN SER 


4400 

1905 

3758 

3627 

642 

278 

TOOL SWI'i'ZfcHj 


4400 

1906 

375B 

1627 

642 

278 

CDtUXIE DMA VS 








DEN EfcNEKE m*L EKR li 

1.30 

25000 

2427 


288 

22031 

2139 

TO®L EEN^FK 


25000 

24Z7 

TYQ 

288 

yyrei 

2139 

OKIXSE CMOTERS, ECKE P/S 








SEN&mmi EKR 

3.35 

5000 

599 

1932 

231 

3068 

367 

TOffiL RH-MT 


5000 

599 

1932 

231 

3068 

367 

CEMCDCRE B.V. 








TEN EEL 

3.22 

10000 

3106 

5687 

1766 

4313 

1339 

TOISL 1EIHEHA 

EG 

10000 

3106 

5687 

1766 

4313 

1339 

ermDQPE CEMEUIER N.V./5.A. 
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KHDIEIBWK EEL 5 

5.00' 

100000 

1724 

100000 

1724 

0 

0 

ERNK EFLESEL INSERT EEL 5 

3.00 

100000 

1724 

35000 

603 

65000 

112L 

QENE28L ESNWfflSCWsH’lJ EEL 5 

3.00 

50000 

862: 

50000 

862 

0 

0 

TOERL EEIJ3HM 


250000 

4300 

185000 

3190 

65000 

1171 

COE CEMEUUR ERXtCIS » 








avwDimviSKA erkhia ® skr 3: 

13^» 

10000 

~ U92 - 

2982 

365 

7038 

836 

10ISL SWEEEN 


10000 

1192 

2982 

355 

7018 

836 

SLBIOITsL EKPE 



48879 


TTVlfi 

123670 

15561 
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TOOL 9CRT TERM LINES 


THWEHKOTHT 
fBED/Bty TBW I£N5 


HKH AMEREX 


OMCDQra: BDBMSS NOHNES, DC. 

TOSl*OT DKDED JUNE 27, 1364 

■DO YB« EVHOSBJ HEWXWR tHMEKnH£ 

1HREE YERR THW IOfiN 7KKHZDG QURRIHia| 


JOE 30, 1366 INTO A 


114307* 


50157 


64139 


*£XIiraS ICTTER CF CTEDIT BdUTIES 


m 


M4UEX3UBBBS HttOUER CB$ 1.Q0 

CTNnNENfflL HUN3SS 1.X 

EMKCF»*KB» 1.30 

MUEEIHIA WflEML EKE 1.D0 

/fsaawBMc i.oo 

EMCUflS 1J00 

MWttEMIIIMD 

TOOL OS 

SBIQIRL NCRIH 79CKK& 


SBISWJA 

dMGXJE BUSINESS WCHDES PK USD 

AGREEMENT EKEED WtfCH 14, 1965 

TWD YERR HSOREEN KTT7. XEEPIMCE/IEEM 

ERKH 14, 1965. 

WESIBC A$ 1 

SBKJIRL 7USIFKJA 


7 ?qy> rm\ 
22500 22500 
12500 : 12500 
12500 12500 
10000 10000 
10000 10000 
10000 10000 


22500 

22500 

12500 

12900 

10000 

10000 


22500 

22500 

12500 

12500 

10000 

10000 


100000 100000 

-ifloooo 


10000 . 10000 
300000 100000 

100000 


0 

0 

0 

0 

0 

0 

0 


JO. 

0 


ijQWELE 
41 8500 


6028 


6500 4610 


2000 1418 


8500 6328 


6500 4610 


2000 1418 
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HOPE 4 

MCDQRE HEDC2S HOflNES (0Q LSD 


ASSSeff CMS) XZ 2 BT 30 , 1964 

WO YEAR BEH 3 EIN FSOA® COMcKITHLE XHHT ID, 1966 INTO A 
WEE YEAR TORI t£*N ACRUZIiG ffARUHJf. 


EMOMSEMK ST 

1.42 

7000 

9940 

4729 

6715 

2271 

3225 

NKTIOAL VES1MDBIER 

1.42 

5000 

7100 

3774 

5359 

1226 

1741 

SMCKD CHWIEFH) 

1.42 

5000 

7100 

3500 

4970 

1500 

2130 

h^cejcrkrs -mxER 

1.42 

4000 

5680 

2800 

3976 

1200 

1704 

aumCNTRL IELIN3IS 

1.42 

4000 

5680 

2800 

3976 

1200 

1704 

tow,® 


25000 

35500 

17603 

24996 

7397 

10504 

MHORE BDEK>R9MMN QEH 








M3SVIECAL CD-MTMNIS; VARIOUS DOES. 








no XraR B/ESCH0EN FEVIVER CEH«RnHE JUNE 30, 1906 MO A ” 





CUE YEAR TEM I OH AKRTIZDG QUftRIHii'. : 





-■ 


EEKJNERENK IK 

2.84: 

9000 

3169 

9000- 

3169 

0 

0 

BEWMWBtfK 

2.84 

15000 

5282 

15000. 

5282 

0 

:o 

KKXEUISOE IAtOESENK 

2.84 

15000 

5282 

15000 

5282 

0 

0 

H»KCT , »BRKA 

2.84 

9000 

3169 

9000 

3169 

0 

o 

MWJBCIURSS WNMSR 

2.84 

9000 

31® 

9000 

3169 

0 

0 

TOffiL OHM 


57000 

20070 

57000 

20070 

0 

0 

SLBK3D4, HKFE 



55570 


45067 


10504 

TOIRL l^EWXVEFSASM ICKB 



161599 


149677 


11922 

KKEWIEE EMK BfCttJTIES 



Z75905 


199644 


76062 

HXB EM CEEcKOG 

2.84 

100000 

35211 

100000 

35211 


0 

TOTAL ’CHXWICE EJdLITEES 



311117 




76062 
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INVENTORY STATUS REPORT 


Exhibit VII-A is the current inventory breakdown by units and country. 
Following is the plan we intend to follow to allow us to convert a 
sizable portion of this inventory to cash in the next six months. 

COMMODORE 64 AND PERIPHERALS 


Uhe upcoming Christmas selling season gives us every reason to believe 
that this inventory can be substantially liquidated in the current 
selling season. To do so, we will price the product in bundles in an 
effort to move out the peripherals along with the CPU's. 

In the past few weeks our mass dealers have noticed that C-64 sales 
have picked up as a result of the increased traffic the C-128 ads have 
generated. This will further aid our efforts in C-64 reduction plans. 
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TED SERIES PRODUCTS 


In 1984, Commodore introduced two products which are known as the Ted 
Series, the C-16 and Plus 4. While the C16 was a successful product 
for us with over 400,000 units sold to date, it did not prove to have 
any lasting success after Christinas in our established marketing 
countries. The PLUS 4 was too expensive in the countries where the 
C-16 was successful and its incompatibility with the C-64 seemed to be 
a major stumbling block in countries where the C-64 had a firm control 
of the market. Sales were just over 130,000 while the inventory build 
plan was originally set at 600,000. 

The C-16 is selling well in South America, India and Eastern block 
countries, where a beginner machine (a'la the VIC 20 in the U.S. and 
Europe) at an inexpensive price point meets local demand. Sales 
forecasts in these countries will move the C-16 inventory without 
further pricing/marketing action. 

The PLUS 4 represents a much larger problem. While technologically 
superior to the C-64, the C-64 was too established in its software base 
to allow a second line in its pries class. Moreover, demand in new 
markets is insufficient to move a significant number of units in the 
near future. 

In the United States, special marketing plans are now being offered to 
our dealers to sell "word processors" this Christmas, consisting of a 
Commodore 64, printer, drive and possibly Easy Script package. Initial 
reaction to the concept from our dealer base has been favorable. 
Additional marketing promotion activities will continue through the 
selling season. 

Another solution exists in the U.S. through the concept of vertical 
marketing. Attached is the U.S. vertical marketing program as it 
relates to the Plus 4 as well as other products. 
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1541 DRIVE 


Our engineering staff has designed a new drive around the old 
1541 model. A significant inventory item in the Far East is 1541 
drive heads which total approximately 220,000 units. At a cost 
of $35 each, this represents an opportunity not only to recoup a 
$8 million investment in slow moving parts, but also a marketing 
opportunity to sell a new product with margin. We therefore plan 
to introduce in October a drive for the C-128 family, the 1570, 
that is as fast as a 1571 but only containing 170K instead of the 
500K in available storage capacity. Since the 1571 is expected 
to be in short supply relative to demand we will ship the 1570 to 
Europe where its lower cost vis a vis the 1571 makes it more 
suitable to the European income levels. In addition, this allows 
us to allocate all of the current planned 1571 production 
(100,000 units in the September quarter and 150,000 units in the 
December quarter), to the U.S., alleviating a possible shortage 
of drives for the 128 family worldwide. 

The possibilities also exist then to rework any and all existing 
1541's that may remain unsold after Christmas. 
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SALES TO THIRD WORLD COUNTRIES 


Since January of 1985, Commodore has established a worldwide marketing 
group located in the U.K. under John Baxter and in Nassau, Bahamas, 
headed by Jim Dionne. 

The U.K. marketing effort focuses on Eastern Block countries, India, 
and Africa while Jim Dionne focuses on Central and South America. CEL 
sales from the U.K. in the upcoming fiscal year are expected to exceed 
$42 million, of which $23 million is centered in C-64 family products. 

Sales to Central and South America from Jim Dionne's group, are 
forecasted in the next fiscal year to total $70 million. The mix to 
Central and South America is more weighted to the Plus 4 family. 

Throughout the third world interest is high in the C-128 and PC 10/20 
as low cost business computers. Shipments to those areas of the world 
begin in the Christmas quarter on a limited basis and expand through 
the year. The primary reason for the market push into new countries is 
to continue to move C-64 family and Ted family product. It appears, 
however, that these markets will have the capacity to accept our higher 
range computers as marketing channels are being established in both 
business and mass channels and the acceptance of IBM PC DOS as a 
government and education standard. 
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Files 


Vertical Market Program 


PROGRAM : Xpress Videotext Terminal 


Overview: 

Xpress, a joint venture company, combining the resources of Mcgraw 
Hill, Telecrafters and Telecommunications, Inc. with CBM as a 
primary vendor will be engaged in selling timely financial and 
news information into the home and business markets utilizing a 
Plus/4 computer. 

The system uses conventional cable networks as a medium for 
transmitting raw financial and news data to the home and business 
environments. The use of special software allows the user to 
manipulate this data within a set of parameters suited 
specifically for his particular needs. 

This package will be marketed under the brand name of Standard and 
Poor s adding legitimacy and value to the product. 


Markets: Financial community in the home and business 

markets. 


Market 

Potential: Total market potential is estimated at 50 million 
users. We predict Xpress' market share to exceed 
500,000 units with inital sales potential of 50,000 
plus units by year end. 


Equipment: Basic System Package 

o Plus/4 Computer System 
o Custom Interface 
o Custom Software 

Aftermarket Sales Potential 

o Color Video Monitor 
o Single Disk Drive 
o Dot Matrix Printer 


Purchase 

Price: Standard system package is $110.00 cash. 

$120.00 + 10% over 2 years 
Initial committment is for 25,000 Systems 
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Vertical Market Program 


PROGRAM ; Mobile Database Information Management 


Overview: 

This is a relatively inexpensive, yet effective information 
retrieval system designed specifically for use by police 
departments. The system features a Plus/4, Monochrome Monitor, 
Disk Drive and special interfacing equipment installed in board a 
standard police patrol car. Through the use of special software, 
basic information stored on the disk drive can be instantaneously 
retrieved and displayed on the video monitor including phone 
numbers, wanted criminals, special police code numbers, maps, 
location of fire hydrants etc. 

Moreover, the system may be tied into a central data base by 
linking the system through a conventional police radio with the 
use of a modified Commodore Modem. This permits the police 
officer to access large amounts of information, or information 
that tends to be constantly updated within the confines of his 
patrol car. One of the primary applications will be a series of 
high resolution, digitized set of road maps that can be displayed 
on the screen by keying in simple coordinates. The zoom feature 
allows the police officer to identify his specific destination. 

The system will be completed and installed at the Lakeland Police 
Department by October 1, 1985, followed by the systems offical 
launch at the International Association of the Chiefs' of Police 
on October 12th through the 17th. Attending this meeting will be 
approximately twelve to fifteen thousand potential buyers. 

Motorola is currently marketing a similiar device that is severely 
limited in application and costing thousands of dollars more. 


Markets: Police Departments, Public Safety Departments 

Market 

Potential: There are a total of 40,000 police departments 

within the continental United States. Each department 
averages approximately 10 to 15 patrolmen, creating 
a total market potential of 120,000 systems. 

Equipment: Basic System Package 

o Single Disk Drive 
o Custom Interface 
o Custom and Canned Software 

Purchase 

Price: Basic system package will be kept under $500.00 


VII-6 



File 


Vertical Market Program 


PROGRAM : Community Information Management System 


Overview: 

This system is designed to provide a dedicated source of community 
information using a typical bulletin board concept. Conventional 
display monitors are located in specific strategic areas which 
combine high resolution graphics and text to display a variety of 
information, news or events. 

Due to the large storage requirments, each system will feature the 
SFD1001 one megabyte disk drive tied into either a C64 or Plus/4 
Computer and 1702 or 1802 color monitor. As storage requirements 
increase, additional disk drives may be added when needed. 

This application is rather simple to configure and extremely 
flexible in nature. 


Markets: Hotels and Motels, Community Centers 


Market 

Potential: Motels and Hotels. Initial customers include Sheraton 
and Hilton Hotels, with a volume of 5,000 units plus. 


Equipment: Basic System Package 

o C64 or Plus/4 
o 1802 Monitors 
o SFD 1001 Disk Drive 
Custom Interface 

Aftermarket Sales Potential 

o CD ROM (Mass Storage) 
o Complete Amiga Systems 


Purchase 

Price: Basic system package will be sell for $390.00 
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Vertical Market Program 


PROGRAM: Video Data Base 


Overview: 


A video data base is based on a Commodore Computer System combined 
with an optical laser video disk player. The combined system 
provides for complete control enabling the user to search, 
retrieve and display the combination of computer generated 
graphics and video simultaneousley on a standard color monitor. 
The interaction between the two devices works in two distinct 
modes. 

First, the computer can random access the video disk player. This 
means the disk player can be instructed to begin play at a 
specific frame, play foward or backwards or lock into a particular 
frame. 

Second, the use of a special interface referred to as a GEN LOCK, 
allows computer generated graphics to overlay with standard video 
simultaneously. For example, the computer can display updated 
pricing over catalog picture. 

The use of both the video overlay and random access facilities 
provides the means to create an actual video database driven by 
many conventional software programs. Due to the systems 
flexibility, applications are almost unlimited replacing 
conventional information systems like microfice in real estate, 
multi-list programs, and print catalogs. 


Markets: Government - i.e.. Patent Search 

Real Estate - Multi-Listings 

Retail Automotive After Market - Parts Management 
Libraries - General Information Archives 
Education - Increased Interaction and Content 


Market 

Potential: Estimated 10 
Estimated 3 


50K Units Per Year - C128 
5k Units Per Year - PC10 and PC20 


Equipment: Basic System Package 


o PC 10, 20 an* 
o C128 and Rel 
o Video Disk P 
O GEN LOCK 


cl/or IBM 
ated Products 
ayer 
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Vertical Markjat Program 


Aftermarket Salas Potential 
o Complete Line of Peripherals 

o Application Software for Extended Capabilities 
o Amiga - Offering Enhanced Capabilites 


Purchase 

Price: 


Target price is estimated at; 

* $4,000 Retail - Commdore PC (Available Now) 
$2,000 Retail - C128 (Available November 85') 


* Amiga will eventually repLace the PC System offering much more 
capability at similiar retajil. 
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Vertical Market Program 


PROGRAM ; Packet Radio Mode 


Overviews 


The packet Radio Modem enables the Ham or Professional Radio 
Operator to interface communication equipment with standard 
Commodore Computers. 

This is the alternative to stanadard telephone line communication. 
The system permits communications over airways eliminating line 
charges. 

Part of this system's technology could be used in the Police 
System and otheer related service markets. 


Markets: Ham Radio Operators, Professional Service Organizations 


Market 

Potential: Totoal installed base of Ham Radios exceeds 

400,000 units. CBM predicts initial volume of 
two to three thousand systems within the next year. 

Equipment: Basic System Package 

o Plus/4, C64 or C128 
o Video Monitor 
o Packet Interlace 
o Software 

Aftermarket Sales Potential 

o Disk Drives 
o Printers 


Purchase | 

Price: Unit is targeted to retail for $200.00 plus the 

cost of the standard equipment. This is comparable 
to the Heath Kit at $295.00 in kit form, $695.00 
from AEA, and $500.00 from Motorola. 
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IAL REPORTING PACKAGE 


Below is a format we intend to supply the Banking Group 
approximately 45 days after the end of each month providing 
various points of reference on our current financial 
situation. These include: 

1) Flash Report of sales in the US, UK, Germany and a 
total of the rest of the world. 

2) Approximate inventory in US, UK and Germany by the 
following category in units and dollar volume. 

C64 CPU, C64 PCB Boards, 1541 Drives, Printers, 
Monitors, 128 CPU, 128 PCB, 1571 Drives, Amiga CPU. 

3) Debt Report by country. 

4) Copies of major articles appearing in the trade and 
financial press. 

The monthly package w:.ll also include a narrative discussing 
any significant changes in our results from the current 
forecast as well as any change in the outlook at the time. 
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ARTHUR I ANDERSEN OVERSIGHT ROLE 
SECTION VII 


The Bank Grow?) has request 
request of retaining Arthur 
as well as a review of the 
collateral for the Bank Gro 
Andersen follows this page, 
the banks to protect their ; 
provide any and all informa 
We hope our cooperation is 
lenders. 


?d and Conmodore has complied with the 
Andersen to do an overview of this report 
issets with the view of the adequacy of 
jp. A copy of the instructions to Arthur 
It is Commodore's intention to work with 
position. Further it is our intention to 
:ion to the Bank Group in a timely fashion, 
met with the same cooperation of our 
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commodore 

international limited 



Executive Offices 
1200 Wilson Drive 
West Chester, PA 19380 
(215) 431-9100 


-Uigust 9, 1985 

Arthur Andersen & Co. 

Five Penn Center Plaza 
Suite 2800 

Philadelphia, PA 19103 


R2: COMMODORE INTERNATIONAL LIMITED 
AND SUBSIDIARY COMPANIES 

Dear Sirs: 

This letter is to set out instructions to you to inquire into and 
report to the Board of Commodore International Limited and 
Manufacturers Hanover Trust Company and Continental Bank as Agents for 
. the U.S. Bank Group and Barclays Bank PLC* Agent for the U.K. Bank 
'Grocqp ("the.Group") and Bayerische Vereinsbank as a representative of 
the German Banks, on the currentposition, prospects and working 
capital requirements of the Group and its major subsidiaries in the 
U.S., UK and Germany. Your report should include: 

1) A review of the income statement and balance sheet as of 30 th 
June 1985. 

2) Examination of current assets and liabilities as of June 30, 

1985 - in particular: 

(i) Tie disposition fcy Company and Country. 

(ii) An analysis by age of Receivables and Payables. 

(iii) Comments on the adequacy of the provisions for 
inventory write-cffs. 

(iv) Availability to tank for coverage. 

. 3).: Comments on the basis cf accounting for: 

:: :: (i) Work in progress j 

(ii) Receivables 

(iii) Inventories 

(iv) Interconpany balances 

(v) Tie position regarding trade suppliers and 

: contractual terms ’of supply and preferential 

creditors (major exposures and reliances should 
be highlighted). 

4) A schedule of major fixed assets and properties of 
major group companies stating: 

(i) Name of the comjany owning the asset. 

(ii) The location of major assets. 

(iii) Tie book value aind basis of valuation 
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Memo to Arthur Andersen & C<j>. 
August 9, 1985 
Page No. 2 


5) A review of the Strategic Plan, projected income statement, 
cash flow forecasts and projected balance sheets for the 
current year ending 30 June 1986, commenting specifically on 
the underlying assumptions. 

We would like you to set out the main factors to which 
achievement of the cash flow forecasts are sensitive and 
provide an indication of the overall sensitivity of forecasts 
to changes in the underlying assumptions. 

6) Any observations you may have in the course of your work on 
management controls an3 information systems, planning and 
forecasting procedures, and the suitability of the present 
structure to the needs of the Group and its Bankers. 

7) Details of the facilities and outstandings of all lenders, 
whether on or off balance sheet and including contingent 
liabilities such as operating leases and letters of credit. 
Details of all other external debt and the nature of 
intercompany funding should also be given. 

8) Implications of major movements in exchange rates. 

9) Any other matters which appear to you to be relevant to the 
group's viability and the position of the Group's bankers. 

Your work will be based on internal management information and on the 
results of your audit of the accounts. We authorize you to visit our 
principal offices in the USA, United Kingdom, Germany, Hong Kong and 
such other locations as appropriate and confirm that you will have 
unrestricted access to the books and records of the group and the full 
cooperation of senior management, who will keep you informed of any 
matter arising which is relevant to your work. 

We" would ask you to make - a full written, presentation concurrent with 
the delivery of the consolidated financial statements of the Group as 
of June 30, 1985, together with your auditors' report. 


Very truly yours, 



:js 
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'E ORGANIZATION 


With the addition of many new Account Officers to the Commodore 
account, it appears to be useful to walk through the corporate 
organization chart. Exhibit 9A shows Commodore's corporate structure 
as of June 30, 1985 (there have been no changes since that date). At 
the top we have a Bahamian company. Commodore International Limited 
which directly owns two subsidiaries. Commodore Amiga Inc. and 
Commodore Electronics Limit* ;d. 

Commodore Amiga owns the technology of the Amiga computer and is the 
research and development center for that technology. 

Commodore Electronics Limit id is the primary operating company within 
the Commodore group with purchasing, manufacturing and intercompany 
distribution responsibilities for the products Commodore markets on a 
worldwide basis. CEL funds the group's research and development effort 
and bears the major business risks associated with all aspects of its 
worldwide business of developing, producing and distributing Commodore 
computers and related products. 

CEL has branches in four countries and owns, on a direct basis. 
Commodore Business Machines (UK) Limited (marketing and assembly). 
Commodore Japan Limited (purchasing, production and R&D), Commodore 
Electronics Taiwan LimiteJ (production), and sales companies in 
Denmark, Switzerland, Norway, Sweden and Canada. CEL also owns a 
Netherlands Antilles holding company, CEL Electronics N.V., which in 
turn owns Commodore Holding B.V., a Dutch (corporation. This Dutch 
company owns the sales companies in the Netherlands, Belgium, Italy, 
Frnace, Sweden, Australia, Germany and the United States. In addition 
to being sales companies these latter two also are major assemblers of 
(computers and have significant research and development activities. 
Commodore Holding B.V. also acts as the intercompany bank, funding all 
past due CEL invoices with long-term interest bearing advances. 

The attached flow chart (Exhibit 9B) shows the movement of cash within 
the Commodore group. CEL produces proprietary printed circuit boards 
for computers and disk drives and sources finished products, components 
and parts and then resells all the above to the various 
assembly/marketing subsidiaries. CEL also funds worldwide research and 
development and buys semiconductor wafers from the U.S. Company which 
semiconductor devices which are incorporated in the printed circuit 
boards it produces. The finished PCBs are sold (1) to the U.S. Company 
where they are assembled into finished goods for sale in North America 
and (2) the U.K. and German companies for assembly into finished goods 
for sale in Europe and the rest of the world. 
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AND CONCLUSIONS 


The next four months which <»nconpass Commodore's major selling season, 
are important for several reasons. We must liquidate a significant 
amount of the older inventory to generate cash, continue to expand 
distribution of our business products in Europe (mainly the PC 10 and 
20), introduce the C-128 on a worldwide basis as a successor to the 
C-64 and establish new marketing channels in North America for our new 
flagship, the Amiga. While any one of these tasks is formidable, we 
are confident we will succeed on all counts. What is required is 
specific execution by the oxnpany and support by major creditors, both 
trade and financial. Hie limited availability this selling season of 
the C-128 and the Amiga, dui to financial constraints on the building 
plan, should give the financial community some comfort that the risk we 
are taking is being short oE product, not another inventory exposure. 
After we reduce our leverage, we are confident that we can expand the 
plans on the C-128 and the Amiga to meet the demand. 

Our optimism on our ability to move the C-64 family has recently been 
bolstered by the fact that mass merchandisers have seen a drastic 
pick-up in floor traffic as the result of the initial advertising 
campaign for the C-128. Initial purchasers who decide not to buy a 
C-128 have only one alternative on the shelves, the C-64. In addition, 
mass merchandisers are devoting their advertising to the C-128 as it is 
the only new product introduced this Christmas. 

To meet the objectives in both short and long term time frames, we must 
have the cooperation and support of our banking group. When we have 
proven our ability to move ahead positively, we will explore capital 
markets again to balance our capital position better. A viable 
personal computer industry exists. Our technology will ensure that we 
remain one of the dominant players in that industry. 

Commodore wishes to thark its lenders for their past support. 
Together, we can use the upcoming selling season for our mutual 
benefit. 


x 
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